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GROWTH MARKETS/THE DO-IT-YOURSELF ERA 


Home alteration and repair prod- 
ucts will be the fastest growing 
segment of the do-it-yourself mar- 
ket according to Predicasts, Inc., 
a business information and market 
research firm. It expects retail 
spending for these products to in- 
crease 450% to $44 billion by 1995 
for an annual growth rate of nearly 
11%. In 1981, the do-it-yourself and 
handyman market accounted for 
75% of Gibson-Homans’ sales. 
This report and other market 
studies cite several factors for 
their optimistic projections. The 
growth in the number of U.S. 
households is increasing at a rate 


ot three times the population rate. 
The number of adults in the 25 to 
44 age bracket, the principal 
household formation years, will 
increase to represent about 32% of 
the population in 1990 compared 
with 28% of the 1979 population. 
There are also a growing number 
of single person households as 
young adults are choosing to 
establish households before mar- 
riage. The high divorce rate is 
also contributing to the increasing 
number of single person 


households. 


Each of these households re- 
quires a dwelling. To Gibson- 
Homans, each dwelling represents 
a building that needs or will need 
repair, or may undergo remodel- 
ing or redecorating. 


Americans are do-it-yourselfers 
in overwhelming numbers by 
choice or necessity. Nearly 85% of 
all single family households have 
at least one do-it-yourself resident. 
Factors supporting this trend in- 
clude the rising cost of pro- 
fessional labor and the increasing 
availability of easy-to-use mate- 
rials. Also, high interest rates and 
rising construction costs are mak- 
ing new home purchase increas- 
ingly difficult, leading many 
people to expand, remodel or pre- 
serve their present homes. As 
leisure time and disposable in- 
comes increase, many people 


choose do-it-yourself work as a 
hobby. 


Gibson-Homans products are sold 
throughout the nation in stores 
such as K-Mart, Wickes, 84 Lum- 
ber, Scotty's, Payless Cashways, 
Grossman's, Walmart, Handy 
Dandy, Handy City, Orchard, Ace 


and True Value. 


The industrial-commercial 
building maintenance market ac- 
counted for approximately 21% of 
1981 sales. Gibson-Homans sells 
products, under private label, to 
distributors who specialize in 
providing maintenance products 
and systems to owners of industrial 
and commercial buildings. As 


construction costs continue to 
climb, owners of business, indus- 
trial and institutional buildings 
spend more and more to protect 
and enhance their capital invest- 
ments through maintenance 
procedures which require the 
types of products Gibson-Homans 
produces. The long term outlook 
for this market continues to be 
favorable. 

It is estimated that only about 
4% of Gibson-Homans 198] prod- 
uct sales were used in the 
construction of new buildings. 
The future growth of the Company, 
therefore, is not dependent upon a 
pick-up in the new construction 
market. 
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PRODUCT-MARKET STRATEGIES 


Meeting the Competition 


Gibson-Homans has the ability to 
adapt to changing market condi- 
tions and competitive situations. 
In order to maintain sales in 198], 
competitors cut prices to levels 
that generated little or no profit. 
Gibson-Homans maintained its 
profit level and continued its re- 
search and product development, 
new plant and equipment addi- 
tions and innovative marketing 
approaches. 


Emulsion Products 


In roof coatings, the Company is 
introducing its new line of asphalt 
emulsion products to the do-it- 
yourself market. These are water 
based coatings that are attrac- 
tively packaged and priced to 
compete on a profitable basis with 
low quality asphalt solvent cut- 
back coatings. Early response in 
1982 indicates good acceptance 
among Gibson-Homans'’ 
customers. 

The same emulsion technology 
has led to a new line of driveway 
repair products that is being intro- 
duced in the Spring. These prod- 
ucts are priced to profitably com- 
pete with low quality tar based 
products. 

In the case of both roof coatings 
and driveway repair products, 
Gibson-Homans emulsion tech- 
nology enables retailers to offer 
their customers attractively pack- 
aged products with uniformly high 
quality at prices similar to poorly 
packaged products of inconsistent 
quality. 


Spackling 

A new light-weight spackling 
compound has just been intro- 
duced to the market. The product 
has easy working properties here- 
tofore unavailable, does not shrink 
upon drying, and does not require 
sanding. The spackling is used for 
patching plaster, wallboard and 
wood surfaces. The initial recep- 
tion among Gibson-Homans’ cus- 
tomers has been very enthusiastic. 


G-H “Answer Book” 


The do-it-yourselfer often is faced 
with a wide array of competing 
products and little help or advice 
on how to solve his maintenance 
problems. To help him or her se- 
lect the correct product and repair 
procedure, Gibson-Homans has 
developed the “Answer Book” The 
book features “how-to” advice for 
repairing dozens of household 
problems ranging from repairing 
a leaking roof, patching a drive- 
way, to hanging wall coverings. 
The book also-advises which of 
Gibson-Homans coatings, seal- 
ants or adhesives to use in each 
situation. 

The book complements the 
functional product packaging 
which includes “how-to” illustra- 
tions and easy to follow instruc- 
tions for using the products. The 
“Answer Book” is being intro- 
duced to retailers this year 
following successful test market- 


ing in 198]. 


Wallcovering Adhesives 
Expansion 


Growing acceptance of the Shur- 
Stik adhesives line across the 
country and in Canada resulted in 
a 21% gain in wallcovering adhe- 
sives sales in 1981. The use of wall- 
coverings in residential and com- 
mercial buildings is increasing. 


@ Portland 


Des Moines @ 


San Francisco 


The Shur-Stik adhesives line has 
strong acceptance among the pro- 
fessional tradesmen because of its 
uniform high quality. Do-it- 
yourselfers are responding to the 
convenient, attractive packaging 
and to the convenience of using a 
pre-mixed adhesive which elimi- 
nates the guess work associated 
with dry adhesives which must be 
mixed with water at home. 


Bogert Acquisition 

Broadens Product Line 
Gibson-Homans conducts an on- 
going effort to find suitable 
acquisitions to expand the Com- 
pany’s base. At the close of 1981, 
Gibson-Homans acquired the 

A. Z. Bogert Co., Inc., a privately 
owned, regional mastic adhesives 
manufacturer located in Balti- 
more, Maryland. Bogert markets 
its products principally in the 
Middle Atlantic states and has 
annual sales of approximately 
$7.5 million. 

Bogert'’s adhesives are used for 
installing flooring materials, wall 
paneling as well as wall and ceil- 
ing tiles. This line of adhesives 
significantly broadens Gibson- 
Homans’ products for the do-it- 
yourself market. These products 
will be introduced into the Com- 
pany’s existing channels of distri- 
bution by the middle of the year. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS AND RE 


Liquidity and Capital Resources 
The Company is dependent upon 
earnings and long term debt 
financings to furnish adequate 
working capital and growth 
capital. Funds from operations 
provided $2.6 million in 1981, 
$2.4 million in 1980, and $2.1 
million in 1979. 

These funds were used to pro- 
vide working capital and finance 
normal capital expenditures. The 
purchase price of the A. Z. Bogert 
Co., Inc. included the issuance 
of $1,047,901 in installment notes. 
The Company anticipates that 
adequate cash will be available 
for payment of these installment 
notes from the operations of the 
Company. 

During the year ended Decem- 
ber 31, 1981, total assets increased 
by $3,531,000, or 18%, and share- 
holders’ equity increased 


$1,799,000, or 25%. Expenditures 


for property, plant and equipment 
were $2,307,000, including 
$1,180,000 acquired in the acquisi- 
tion of the A. Z. Bogert Co., Inc. 

A bank credit line in excess of 
$2,000,000 is currently available 
to the Company. While it was not 
necessary to utilize this credit line 
in 1981, seasonal fluctuation and 
working capital requirements 
could require its use in future 
years. Long term financing is 
negotiated, as necessary, to meet 
major building programs. 


Inflation and Changes in Prices 
The Company's business is not 
generally governed by contracts 
that establish fixed prices. Histor- 
ically, as vendors have increased 
their prices for goods and services 
supplied to the Company, it has 
been possible for the Company to 
increase prices to its customers by 
an amount sufficient to maintain 
gross margins at an adequate level 


that has not varied greatly over the 
years. 


Results of Operations 

1981 versus 1980 

Sales in 198] increased $1,269,000, 
or 2.3%, over 1980 sales. Price 
increases accounted for the entire 
sales increase. 

Cost of sales in 198] decreased to 
72.7% of sales, compared to 
73.3% of sales in 1980, with 
slightly higher raw material cost 
offset by lower manufacturing 
expense and improved labor cost. 

Selling and administrative ex- 
penses for 198] increased to 19.6% 
of sales from 18.6% of sales in 
1980. Higher promotional and 
administrative costs in 198] 
accounted for this increase. 

Interest expense increased to 
1.9% of sales in 1981, compared to 
1.8% of sales in 1980. The increase, 
due to not capitalizing any of the 
Industrial Revenue Bond interest 


SELECTED FINANCIAL DATA 


(Dollars in thousands except 


per share data) 1981 1980°) 1979°) 1978 1977 1976 
Netisales Pier. Shh os i aa ere $ 55,794 $ 54,524 >. 50,303 G- 742324 $ 357348 $ Zena 
Cosborproducissolde - a. aaaeae 40,556 39,967 32 146 S126 26,581 19,9 
Interestexpense: as. es aes 1,058 978 865 253 204 ] 
InComeda xcs ee een ae i 5s0 | ,504 }621 oP ie 966 1,0 
Nebearnings: 2a) cee ae 1,901 Leia Vols L477 1,209 1G 
Shareholders equity........ 8,911 de 2 4,824 3,600 5,903 4,9 
Average shares of common stock 

Outstancimc aes iene eee 1,193,898 [130,369 1,096,962 1 902,157 1,401,027 1 ,390,6 
Per common share:“!) 

Net earnings (primary) ..... $ 1759 $ 1.60 $ 1.47 $ 1.08 $ .86 $ 

Net earnings (fully-diluted) . . 1.41 1.50 1.47 1.08 .86 : 

Dividends:paid =. maneae te .356 et .260 .206 181 J 

Shareholders equity. ...... 7.46 6.29 4.40 2.64 A?) e 
Totalasseis tyr... one nee 23,076 19,545 16,591 13,816 LO;O78 8,1 
Long-térmrdebit. gies. ee 10,216 9,477 8,144 4,852 1,609 | 
Clash flow amask gah erro aeen ee tant 2,502 2,314 1,983 1,780 ] ,457 1,2 
Return on equity % aL 38 45 BS 25 
CHUPESNT CALICO +5 nh. pe ane se ee 326 4.1 25 1.86 2.63 3 
Debtequity ratio, .-.2)4.. ogee 15/4 ee Syalt 1.69/1 es ey all v2 32 


) Per share data is restated to reflect the effects of a 3% stock dividend in 1981, 3-for-2 stock splits in the form of 
50% stock dividends to shareholders of record in 1980 and 1978 and a 43-for-1 stock split distributed in 1972. 

(2) Includes extraordinary gain of $26,140 or $.02 per share. 

(3) Restated to reflect adoption of the new accounting change for foreign currency translations. 


OF OPERATIONS 


to plant and equipment and 
having a full year’s interest cost on 
the 1842% convertible subordi- 
nated notes, was minimized 
because short term borrowings 
were not required. 

1980 versus 1979 

Sales in 1980 increased $4,222,000, 
or 8.4%, over 1979 sales. Price 
increases accounted for the entire 
sales increase. 

Cost of sales in 1980 decreased 
to 73.3% of sales, compared to 
73.8% of sales in 1979, with 
slightly lower raw material cost 
offsetting the increase in manu- 
facturing expense due to the 
relocation of the Cleveland plant 
to Twinsburg, Ohio, in 1980. 

Selling and administrative ex- 
penses for 1980 increased to 18.6% 
of sales from 18.4% of sales in 
1979. Increased promotional and 
administrative costs in 1980 ac- 
counted for this increase. 


Interest expense increased to 
1.8% of sales in 1980 compared to 
1.7% of sales in 1979. The increase 
was due to higher interest rates 
during the first six months of 1980 
and to interest for seven months on 
the Industrial Revenue Bond once 
the Twinsburg plant became 
operational. 

Miscellaneous expense — net 
increased to .2% of sales in 1980 
compared to (.4%) of sales in 1979 
and was due to the write-down to 
estimated realizable value of the 
Cleveland, Ohio, property and 
the decrease in interest income. 
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CONSOLIDATED STATEMENTS OF EARNINGS 
Years ended December 31, 1981, 1980 and 1979 


8 so 
Neét sales aig. gosh. Spa! eS « euta an ue e ar cec e  aen $55,793,810 54,524,490 50,302,821 
Cost of sales 4% ohn: Sod ope ch ee eae ee me 40,555,770 39,966,663 _37, 14922 
Grogs protit | sc cg 5. <5 = ge se hauey ekey nee eee neo Pea re 15,238,040 [4557-627 13, 157082 
Selling andiadiministrativeexpenses. 4 40. nats a ee 10,920,512 10,142,115 — 9264525 
Operating prone - cele ee & es ee ee oe ee 4.317;,528 4,415,712 3,892,944 
Interest expense, net of interest capitalized in plant and equipment 
of $—0— in 198)-$105- 229 in. 1980 and: $122,000 1n10 oe 1058075 978,151 865,546 
Miscellaneous (income) expense; net. 2 . 2s. 5 5 55 eee ee (179,980) . 122,138 —_ {2062 
Earnings betore income taxes, = ieee cee ee 3,439,433 Sol5, 423 3, 2oGnoue 
Income taxes. (mote 6). 2 sant eae ee ee ee ee eee 1,538,000 le OY FO: 1,620,892 
Net earnings. o25 tc. here ik ee ee eae $ 1,901,433 — 1,811,400 1,613,483 
Net earnings per share of common stock (note7) ................ $1.59 1.60 Lal 
Net earnings per share of common stock — assuming full dilution (note 7) . $1.41 1.50 Lal 
See accompanying notes to consolidated financial statements. 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 
Years ended December 3], 1981, 1980 and 1979 
Foreign 
currency Reacquired 
Common Additional Retained translation common 
Total stock capital earnings adjustment stock 
Balance at December 31,1978 .... $3,599°873 — 201,275 62,994 6,899,604 — (3,564,000) 
Adjustment as of January 1, 1978 
to adopt FAS 52 (note9)..... (46,557) — = = (46,557) = 
Nebearningss..). nce eee 1-613. 483 — — 613465 — — 
Cash dividends declared 
(77 pen shane) pees see (294,653) = — (294,653) = — 
Foreign currency translation 
adjustment... 0) 4. ee ee (47,849) — — — (47,849) — 
Balance at December 31,1979 .... 4,824,297 ~ 201,275 62,994 8,218,434 (94,406) (3,564,000) 
Payment in lieu of issuing 
fractional shares resulting 
trom ctock- epliticnssan 6 eee (1256) — = (15256) ies — 
Contribution of 26,253 shares 
of reacquired common stock to 
employee profit sharing plan. . 297 ,360 — (8,496) —- — 305,856 
Sale of 44,805 shares of 
reacquired common stock ... 580,290 = 58,290 — == 522,000 
Shares issued (1,159 shares) 
in connection with employee 
SIOCK Option plata. «s tame tars ALSO 166 5,024 — — — 
Nef earnings se), sc ake 1,811,400 — — 1,811,400 = = 
Cash dividends declared 
($.32 per share) aes at) eee (371,605) — — (371,605) — = 
Foreign currency translation 
ACjUstMe ie wees ee eae (33,558) — = == (33/556) — 
Balance at December 31,1980 .... TMIZAAO ss 201 44) i eieveu ly 9,656,973 (127,964) (2,736,144) 
Payment in lieu of issuing 
fractional shares resulting 
irom sIOGk Split Sagi sea see e130) = — G73) —= — 
Contribution of 25,544 shares of 
reacquired common stock to 
employee profit sharing plan. . 310,004 — 12,400 — ~~ 297 ,604 
Shares issued (4,635 shares) 
in connection with employee 
SLOCKODTON Dlatix., «5 = aha gases 20,746 670 20,076 — — = 
Nerearninden 6 selma 7 we la, 1,901,433 i = 1,901,433 oa — 
Cash dividends declared 
($:26 per share) ya eet (437,289) — = (437,289) — — 
Foreign currency translation 
AC\USIMOeNE. wate eee as eae 1256) as — = 7,561 — 
Balance at December 31,198]... . . $8,911,442 202,111 150,288 11,117,986 (120,403) (2,438,540) 


See accompanying notes to consolidated financial statements. 


CONSOLIDATED BALANCE SHEETS 
December 3], 1981 and 1980 


See accompanying notes to consolidated financial statements. 


Assets 1981 1980 
Current assets: 
ee ROE RM Co oe aR cS ee de rer Bel ie ere ee oS a $ 2,744,820 Ves ine 
Receivables, less allowance of $68,961 in 1981 and $64,093 in1980............... 3,876,011 6 403100 
MEER es Otoe ER ee eA nee ne he OR deb ’o en we ew Rode ae a a 6,098,789 5,629 442 
0 UE SR GTSSTSISE, Ci AIR eg ee 214,087 185,390 
epee CU ASCOLSE eri am, Weiner Me Rh! eet Ais okt ey 2 Oe he eth ce Se IZ, 9337707 11,129,044 
UN Ne age GPE ieee) Ga woe ine eo abs ete we klar e be Sha 648 307 627,801 
Property, plant and equipment, at cost (note 3): 
ea dee tf te RN ee Se tte oar ein be noe aR Om es 655,586 651,386 
Pmileings and leasehold improvements... ..........0650050e wees 4,748,865 4,390,433 
Bevetimer and equipmeni« «6. 6d os et ee ee ee ee 6,365,687 Ane leAlA) 
Meee ontipmentand fixtures, 2... wt ee Se ee ee eS S12,418 290,878 
12,142,856 9,844,138 
Less accumulated depreciation and amortization. ...............0.. 2,648,976 2,055,994 
Menproocity, plantana Cquipment .. 0. 6... sce. rene 9,493,880 7,188,144 
$23,075,894 19,544,989 
Liabilities and Shareholders’ Equity 
Current liabilities: 
DPE COC OLOOMe win ONG year 425 acco ese ans Se oe ed ook ue les $ 308,880 112,280 
EEE RAN SC ne ane Ee chen aS vat Cig a Mowat qe doses RRS Oh ae ED Rs 1,668 ,244 1,047,690 
(SCS TOC ISE SINE te Ae ce OR OC ee ee ee ee 113,904 LO2153 
Bereemeinmelc romemployees . . 6 su, wk ke ee ew 48,479 31,682 
(SEP CUE TLRS CTS Sp SO RI Oo A nn) eS ky ee ee ee ev ae ee 420,363 427,974 
Seen oO OE SL AT TING tim aie eed ook by ahs an Nc) Spun Ne Oh ec ih ahah A esas Woks SN 175,000 310,000 
Pere Re OCT SSS marie Be Sita an chad Melee tetera elit Sond CUGERMMN fo a'ey lon! d oot seoaus 431,232 352/203 
Rec COME Tak eG te neice odes Wee eat ROR ke Ska AiG, due So weteeus, Soe aae eed 460,539 315,800 
ree urrennm leOuses:. ete beck, ole wena att eee A, eae teers ih lie 3,626,641 2,699,782 
Meno rerm debt, due after one year (note 3)... 6 eee le ee ee 10,216,221 9,477,200 
Mees COMO LAX CS (NiOLG’O) 5a ics cap eie eta fel & I ee Since a dopants Rea Shs yw w Seow 321,590 255,889 
Shareholders’ equity (notes 3, 5, 7 and 9): 
Common stock without par value. Authorized 3,000,000 shares; 
issued 1,408,295 shares in 1981 and 1,403,660 shares in 1980 
Beane lUC OF b. 14 oer share. een, cag eee hie earn easy ok oe A nce SG he 202 111 201,441 
emia OIG wat tc Ce Beech woh ge) sims cated ieatang Pate A Le coueige te dw, “cmasieset ea 150,288 ene, 
“OS SUP aye SENG Or ge fo ar a Men rte ink nd ee ie ue fan Rr 7 eee ane ae 11,117,986 9,656,973 
Pew ameurrency ransialion adjustment «v5 2 sce ote oe oie gees a alee x) we Kas (120,403) (127,964 
11,349,982 9,848 262 
Less cost of reacquired common stock (209,308 shares 
Memo ANC 347, OO DITO) erie wee. Ao oe he sa rae Pai Sn arenes ee ei 2,438,540 2,736,144 
Hopelsnarenolcers.cOCuit yacct svwakc, ehGuers aheree ee cies bee cee ee owen 8,911,442 i ARES: 
$23,075,894 19,544,989 
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Years ended December 3], 1981, 1980 and 1979 


Sources of working capital: 
Net earnings ik s2¢ Saws Soe ces een ee 
Items which do not use working capital: 
Dépreciation and- amortization. (4). 2). se ee ee 
Deferred income taxes... ee ed ioe ee ee 


Total working capital provided by operations............... 
Proceeds from long-term: borrowings 4.0... eee 
Proceeds from sale of reacquired common stock, net.............. 
Profit sharing contribution by issuance of 

reacquired. commen, Stock: ease ee eae re eee 
Proceeds from exercise of employee stock option ................ 
Foreign currency- translation ac; ustine nt ns sama toes eee 


Uses of working capital: 
Additions to property, plant and equipment, net................. 
Cash dividends'declared : . 6 aiarc)-ccn: ane ea tyes ee oe ee 
Current installments and repayments of long-term debt ............ 
Increase in other asseis.cd. foe oe ee rs, Oe cee eee 
Payment im heuomssuing tractionalsitares «yey sec tey ee ese ee 
Foreign currency.irenslation acdjustments = 04 aus nen 
Increase in’ working Capital. se ccsc> cimer. ire tra nonce meets pete eet eee oe 


Changes in components of working capital: 
Increase (decrease) in current assets: 


Or. s a ee ay Renner ee er bere Ar CAA R MIR ee eS De vn was 


Increase (decrease) in current liabilities: 
Notes payable. 2.42) 4 4s esd Gee sheen ee 
Long-term.debt; due within one year ~ .s.0ees aa nee ne 
Accounts payable: «, d.<5 fic: all @ eee ee ee 
Dividends payable.2s...4285 2584-3 ee 
faxes withbelditrom-employees .. 2.5 oa. eee 
Acorued interest’)... Sckew alk Spe aaa ne ee 
Accrued protifisharind 2c 25.05 sae @ hue ed nee 
Accrued @xpenses nie yi ane Ga ese eee ee ke ee 
ACCrUGE INCOMES takes. a oh hes akon oe ae ae er rc 


Increase in. working Capital: =n ncee mieten ye ae ee 


See accompanying notes to consolidated financial statements. 


1981 1980 1979. 
$1,901,433 1,811,400 1,613,483 
600,836 502,693 369,504 
65,701 C3219 67,298 
2,507,970 2, 3915308 2,050,285 
1,047,901 6,000,000 3,450,000 
— 580,290 — 
310,004 297 ,360 = 
20,746 Delco = 
7,564 — — 
$3,954,182 9,280,208 0, 000; 2Ze0 
$2,306,572 662,061 4,041,125 
437,289 371,605 294,653 
308,880 4,667,280 157,280 
20,506 I75; 762 395,449 
3,131 206 a 
== 33 i000 94,406 
877,804 3,368,686 eNiie 
$3,954,182 9,280,208 5,900,285 
$ 893,708 1,559,345 (29587) 
412,911 200,139 859,640 
469,347 837,243 989,843 
28,697 (36,734) (182,996) 
1,804,663 2,018,089 (1j;2927288) 
— _ (2,564,000) 
196,600 (45,000) a 
620,554 (487,822) 39,022 
Lae Zo 20,502 10,650 
Oyo (239,950) 242,175 
(7,611) AO Ne 1627269 
(135,000) 12,500 47,356 
FeSO 28) (102,293) 89,167 
144,739 (795953) 143,684 
926,659 (750,097). (1,809,653) 
$ 877,804 3,368,686 Solio 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


December 31, 1981, 1980 and 1979 


(1) SUMMARY OF SIGNIFICANT 

ACCOUNTING POLICIES 

Basis of Consolidation 

The accompanying consolidated financial statements 
include the accounts of The Gibson-Homans Company 
and its wholly-owned subsidiaries. All intercompany 
balances, transactions and profits have been eliminated. 


Inventories 

Inventories are valued on the basis of the lower of cost or 
replacement market, cost being determined generally by 
the first-in, first-out method. 

Property, Plant and Equipment 

Plant and equipment are depreciated over their esti- 
mated useful lives; leasehold improvements are 
amortized over the lives of the respective leases or the 
estimated useful lives of the leasehold improvements, 
whichever is less. The rates so determined are generally 
applied on the straight-line method. 


Income Taxes 
Deferred income taxes are provided in recognition of 
the income tax effect of timing differences in reporting 
transactions for financial statement and tax purposes. 
Investment tax credits are accounted for using the 
flow-through method which reduces Federal income tax 
expense for the year in which qualified property is 
placed in service. 
Retirement Plans 
The Company has non-contributory retirement plans 
which cover qualified employees of the Company and its 
Canadian subsidiary. Past service costs are generally 
amortized over a thirty year period. The Company's 
policy is to accrue pension costs on a current basis. 


Net Earnings Per Common Share 

Net earnings per share of common stock are based on the 
weighted average number of shares outstanding during 
the respective years. Common stock equivalents have no 
material dilutive effect. Net earnings per share of com- 
mon stock-assuming full dilution are based on the 
assumption that the convertible debt was converted in 
July, 1980. Net earnings are adjusted for the interest 
incurred on the convertible debt. 


(2) INVENTORIES 


Inventories at December 31, 198] and 1980 consisted of the 
following: 
Finished Raw 


December 31, goods materials Total 
1981 $3,086,631 3,012,158 6,098,789 
1980 3,272,560 2,356,882 5,629,442 


(3) LONG-TERM DEBT 


Long-term debt at December 31, 1981 and 1980 is summa- 
rized as follows: 


1981 1980 


6.20% to 7.75% industrial facility 
lease obligation, payable in 
annual installments ranging in 
amount from $75,000 in 1982 to 
S290 OO O04 (A) ae eee 
134% convertible subordinated 
notes, payable in ten annual 
installments of $600,000 
beginning August 1, 1986 
throug heAtic ust goo 5 (5) eaenenna mene 6,000,000 6,000,000 
Unsecured promissory note(C)...... 1,047,901 — 
7% unsecured promissory notes 
payable in annual installments of 


$ 3,380,000 3,450,000 


$24,300 through January1,1985 .... 97,200 LANE SOO 
(Did a Nee ener A en cen, aa eee La — 17,980 
10,525,101 9,589,480 

Scere NAReTaL SCIAMOM, 65605605 60m¢ 308 ,880 112,280 


$10,216,221 9,477,200 


(A) The capitalized lease obligation relates to an indus- 
trial facility and Company headquarters financed with a 
$3,450,000 Industrial Development Revenue Bond. 
Under the terms of the loan agreement there is a limita- 
tion on cash dividends and stock repurchases. Retained 
earnings free from these restrictions approximated 
$1,806,000 as of December 3], 1981. 

The obligation is secured by a security interest in the 
personal property and a first mortgage on the real prop- 


erty of the facility with depreciated costs aggregating 
$4,201,264. 


(B) In July, 1980, the Company issued $6,000,000 of 
134%2% subordinated notes convertible into 463,500 
shares of common stock. The proceeds were used to 
repay certain debt as well as for working capital. At 
December 31, 1981, the notes were convertible into com- 
mon stock at a conversion price of $12.94 a share. Under 
the terms of the agreement there exist certain restrictive 
covenants including maintenance of working capital, 
limitations on additional borrowings and limitations on 
certain investment activities. 


(C) On December 30, 1981 the Company acquired all the 
outstanding shares of A. Z. Bogert Co., Inc. The pur- 
chase price included the issuance of a $1,047,901 note 
payable in five annual installments of $209,580 com- 
mencing December 30, 1982. The note bears interest at 
10% for 1982 while subsequent years’ interest, being 
based on a formula, can vary from 9% - 122%. 

The Company had an unused line of credit of 
$2,500,000 at December 31, 1981 which provides for loans 
at the banks’ prime rate and requires the maintenance 
of an average compensating balance of 15% of the 
amounts borrowed. 

The aggregate principal payments on the long-term 
debt for the five years ending December 31, 1986 will be 
as follows: 1982 - $308,880; 1983 - $313,880; 1984 - 
$318,880; 1985 - $328,880; 1986 - $909,581. 
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(4) RETIREMENT PLANS 


Current and past service costs charged to operations for 
the years ended December 3], 1981, 1980 and 1979 aggre- 
gated $452,700, $402,500 and $353,400, respectively. At 
the latest valuation date, January 1, 1981, the net assets 
available for benefits under the Company's domestic 
pension plan were $2,294,377 and the actuarial present 
value of accumulated benefits under that plan, which 
included $1,295 ,868 of vested accumulated benefits, 
totaled $1,468,341. The assumed rate of return used in 
determining the actuarial present value of accumulated 
plan benefits was 712%. The Company's foreign pension 
plan is not required to report to certain government 
agencies pursuant to ERISA and does not otherwise 
determine the actuarial value of accumulated benefits or 
net assets available for benefits. 


(5) STOCK OPTIONS 


The Company's qualified stock option plan approved in 
1972 by the shareholders was terminated on December 31, 
1981. Under terms of that Plan common shares had been 
reserved for the granting of options to certain employees 
at a price not less than the fair market value at the date 
of grant. 

During 198] and 1980, options to purchase 5,794 shares 
were exercised at an option price of $4.48 per share 


($25,935 in the aggregate). The market value of the shares 


aggregated $79,802 at the dates of exercise. At the end 
of 1981, there were no options outstanding. 


(6) INCOME TAXES 


Income taxes are comprised of the following 
components: 


1981 1980 1979 
Federal: 
Ciaerent 2h ae eee ae $1,284,651 1,258,581 1,364,350 
Detenvecia naan arn 72,054 75,359 83,060 
1,356,705 1,333,940 1,447,410 
State: ae hee eae aes eee 181,295 170,083 173,482 
$1,538,000 1,504,023 1,620,892 


Total tax expense differs from the amounts computed 
by applying the U. S. Federal income tax rate of 46% in 
1981, 1980 and 1979 to earnings before income taxes, as 
follows: 


1981 1980 KS) 
Percentage Percentage Percentage 
of pretax of pretax of pretax 
income income income 


Computed “expected” 
taxexpense....... 46.0% 46.0% 46.0% 
Increases (reductions) in 
taxes resulting from: 
State income taxes, 
net of Federal 
income tax 
benetit : sesmauen 2.8 Doel 2.9 
(Earnings) loss of 
Canadian 
subsidiary..... (e1) 1 BS 


Investment tax 


Total tax 
expense ... 44.7% 45.4% 50.1% 


Deferred Federal income taxes result from timing dif- 
ferences relating primarily to depreciation and state 
income taxes. The Canadian subsidiary has net oper- 
ating loss carryforwards of approximately $114,000 and 
$92,000 which expire in 1984 and 1986, respectively; and 
investment tax carryforwards of approximately $21,000 
and $4,000 which also expire in 1984 and 1986, 


respectively. 


(7) COMMON SHARES 


In 1980, the Board of Directors declared a 3 for 2 stock 
split in the form of a stock dividend of one share on each 
two issued shares of the Company, to shareholders of 
record at the close of business on October 15, 1980. In 
1981, the Board of Directors declared a 3% stock divi- 
dend to shareholders of record at the close of business on 
October 30, 1981. 

All references in the financial statements to the num- 
ber of common shares, price per share, and other per 
share amounts have been adjusted to reflect the above 
mentioned stock split and stock dividend. 


(8) SEGMENT INFORMATION 


The Company operates in only one industry, which is the 
manufacture and sale of protective coatings, adhesives 
and sealants, and accessories used for the protection and 
preservation of residential, commercial and industrial 
buildings and facilities. Sales, operating profits and 
identifiable assets disclosed in the accompanying consol- 
idated financial statements relate to this line of business. 


(9) TRANSLATION OF FOREIGN CURRENCIES 


In 1981, the Financial Accounting Standards Board 
issued Statement No. 52 (FAS 52) “Foreign Currency 
Translation” which will replace FAS 8 “Accounting for the 
Translation of Foreign Currency Transactions and For- 
eign Currency Financial Statements’ for fiscal years 
beginning on or after December 15, 1982. Since the FASB 
encouraged companies to apply the provisions of FAS 52 
prior to its effective date, the Company adopted it in 198] 
and elected to restate the financial statements. for 1980 
and 1979 to conform with the 1981 presentation. Pursuant 
to FAS 52, translation adjustments are recorded as a 
separate component of shareholders’ equity whereas 
under the provisions of FAS 8 they are recorded as a 
component of net earnings. 

As a result of the restatement, previously reported net 
earnings have decreased $73,760 ($.06 per share) and 
$35,311 ($.03 per share) for 1980 and 1979, respectively. 
Had the Company not adopted the provisions of FAS 52 
in 1981, net earnings for the current year under the 
provisions of FAS 8 would have been $53,500 ($.04 per 
share) lower than those reported in the accompanying 
Statements of Earnings. 


ACCOUNTANTS’ REPORT 


The Board of Directors 
The Gibson-Homans Company: 


We have examined the consolidated balance sheets of 
The Gibson-Homans Company and subsidiaries as of 
December 31, 1981] and 1980, and the related consolidated 
statements of earnings, shareholders’ equity and changes 
in financial position for each of the years in the three year 
period ended December 31, 1981. Our examinations were 
made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the 
accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated finan- 
cial statements present fairly the financial position of The 


PRICE RANGE OF COMMON STOCK 


Gibson-Homans common stock is traded publicly in the 
Over-the-Counter market. The ticker symbol is GIBH. 
The table below sets forth the range of high and low bid 
prices as reported by the National Association of 


1981 1980 
HIGH LOW HIGH LOW 
isk@uartens . oi oe oe eS 12 ky 12% 10 
PRO UATIOn lace sont ae ee 14 12 11% OM% 
SECUNIA TTS Tt tie. ve ee ye ae oe 134% 10 16 11% 
AMO Uaioe ct ne ek eee 134% 104% 15% 12 
SUMMARY OF QUARTERLY DATA 
Net Earnings Dividends Paid 
Net Sales Net Earnings Per Share Per Share 
Quarter 1981 1980 1981 1980 1981 1980 1981 1980 
On $12,611,000 $11,690,000 $ 62,000 $ 90,000 SOS eS O7 $.087 $.075 
Meer se 15,913,000 14,238,000 771,000 697,000 .65 Jo2 .087 075 
September 30 ...... 16,774,000 17,145,000 997,000 985 ,000 .83 .88 .087 OS 
December 3l1....... 10,496,000 11,451,000 71,000 39,000 .06 03 .095 .087 


Gibson-Homans Company and subsidiaries at December 
31, 1981 and 1980, and the results of their operations and 
the changes in their financial position for each of the 
years in the three year period ended December 31, 1981 in 
conformity with generally accepted accounting princi- 
ples applied on a consistent basis after restatement for 
the change, with which we concur, in the method of 
accounting for foreign currency translation as described 
in note 9 to the financial statements. 


Cleveland, Ohio 
February 18, 1982 


Securities Dealers Automated Quotation (NASDAO) 


system for each calendar quarter during the Company's 


1981 and 1980 fiscal years. 


Per share data is restated to reflect the effect of a 3% stock dividend in 1981 and a 50% stock dividend in 1980. 
1980 results are restated to reflect adoption of the new accounting change for foreign currency translations. 


Be Gewviih, jiteheli« Be 
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